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Chapter I: Introduction

III

Overview During Fiscal Year t992, the Federal government invested over
$5.2 billion to support the operation of school nutrition programs.
The twin objectives of these programs are to provide nutritious
meals for the nation's children and to support American agriculture
by providing an effective outlet for surplus farm production. The
National School Lunch Program (NSLP) and the School Breakfast
Program (SBP) are two of the Food and Nutrition Service's
(FNS's) Child Nutrition Programs. At the local level, these
programs are operated by a School Food Authority, or SFA. The
SFA is responsible for providing meals to school children in a
manner that conforms with FNS and State program requirements.
In 1970, FNS published regulations allowing local school districts
to contract with Food Service Management Companies (FSMCs)
for the purpose of operating school food services. Since that time,
there have been few studies focusing on FSMCs that operate in
school districts, and the available descriptive information is
limited.

In the Fall of 1990, Fl,IS contracted with Price Waterhouse to

complete a study of the use of FSMCs by school districts that
participate in NSL-P and SBP. The propose of the study is to
collect descriptive information about the use of FSMCs to manage
and operate school nutrition programs - information that is not
presently available. The study is being conducted in three phases:
a review of contracts between school districts and FSMCs; a

survey of a sample of school districts using FSMCs and a
matching sample of school districts that have never used FSMCs;
and case studies of ten school districts that have had experience
using FSMCs.

This report presents the findings of review of a nationally
representative sample of contracts between school districts and
Food Servic_ Management Companies, and the extent to which
these contracts reflect established criteria for contracting with
FSMCs. The report provides a general description of FSMCs, and
describes the contractual controls available to school districts, the

range of food services provided by FSMCs, the financial terms of
the contracts and other contractual and business issues. The

objective of the contract review is to provide FNS with an irhtial
understanding of the frequency and range of procedures,
contractual _o-reements, and the services provided by FSMCs to
school districts. The contract review is not designed to serve as
an audit of FSMCs, nor to measure the level of FSMC contract

Page I FSMCs in School Nutrition Program.s- Contract R,.vie_



Chapter I: Introduction

compliance to Federal, State, or local regulations. Rather, the
review is intended solely to be descriptive.

Background

Federal Child The Chfid Nutrition Programs administered by the Food and
Nutrition Program_ Nutrition Service (FNS) of the U.S. Department of Agriculture

(USDA) are an essential part of the nation's commitment to
improved nutrition. The five Federal programs include: the
NSLP; the SBP; the Special Milk Program (SMP); the Chfid and
Adult Care Food Program; and the Summer Food Service
Program. These programs operate in each of the fifty States,
Trust Temtories, and Possessions. Three of these programs -
NSLP, SBP, and SNIP - are school-based. They axe operated
primarily by local public school districts, private schools, and
institutional programs for children operated by the States. A
small number of local programs are administered by FNS Regional
Offices. This study focuses on the NSLP and the SBP, because it
is mainly for these two programs that school districts look to
FSMCs for management and operational assistance.

Food Service School districts may contract with FSMCs for many aspects of
.Management Companies their meal programs. The commercial organizations that contract

with school districts for the purpose of operating food services
include large national corporations such as Marriott, Canteen, and
ARA, corporations operating regionally or at multiple sites in a
State, and small companies servicing a single school district. The
services sought by a school district are likely to include some
combination of management and operational services including:

· Food service operations, including meal planning, food
purchasing, storage, preparation, packaging, and service to
students;

· Accounting services and design of financial controls,
budgets, and reporting systems, including those required
for State and Federal reports;

· Facilities design, equipment maintenance and replacement,
cleaning services;

· Staffing and personnel management; and,

2 FSMC$ in School Nutrition Programs - Commet _vi_
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· Providing support activities such as marketing and
promotion of school lunch and breakfast programs, and
providing numtion information and education programs.

FNS requires that school districts contracting for these services
retain authority over their school food programs to ensure that
programs are administered in an accountable manner and all
program regulations are met. In most instances, the official
responsible for exercising this authority is a school district's
business manager.

Duties that school districts cannot delegate to FSMCs are listed in
Title 7 CFR § 210.16, and include:

· Ensuring that food service operations are in conformance
with the SFA's agreement under the NSLP and SBP;

· Monitoring the food service operation through periodic on-
site visits;

* Retaining control of the quality, extent, and general nature
of food services, including the prices to be charged for
meals;

* Ensuring that ali Federally donated foods made available to
an FSMC are fully used to the benefit of the school food
service;

· Maintaining applicable health certification; and

* Establishing an advisory board of parents, teachers, and
students to assist in menu planning.

In addition, when contracting with an FSMC, school districts must
adhere to the following procurement standards as specified in Title
7 CFR § 210.16.

* States and SFAs can use State or local procurement
procedures so long as they conform to applicable Federal
regulations (7 CFR Part 3015);

* Sanctions for nonperformance are to be specified and
applied;

* Contracts that permit cost accrual, cost-plus percent of
cost, or cost plus a percent of income are prohibited;

Pa_ J, FSMCs in School Nutrition lh_ - Conur'_ct Review
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· Contracts that provide for a fixed fee, such as a
management fee, are permitted;

· FSMCs must maintain and make available auditable
records;

* Contracts must be for a period not exceeding .one year,
with up to four annual renewal periods; and

· Ailcontracts must permit for-cause cancellation by either
party with 604ay notification

FNS Guidance In October of 1992, FNS issued Guidance for School Food
Authorities,' Contracting with Food Service
Management Companies. This guidance, which is based on
existing regulations, is intended to inform school districts about the
contracting process and provides a single-source compilation of
school district responsibilities with respect to food service
management companies. It reinforces existing regulatory language
about the specific responsibilities that a school district must retain.
The guidance provides extensive reformation about the
procurement process, the decision-making process that a school
district should follow when deciding to contract for food service
management, and the appropriate contracting vehicles. Much of
the guidance focuses on the actions that lead to the actual contract.

The contracts sampled for this analysis were chosen before the
guidance was prepared and released. Comparisons with the
guidance provide an indication of how well existing contracts meet
current regulations. The reason for this is that all current Fl,IS
regulations were in effect when the sample of contracts was
entered in to or renewed. The guidance issued by FNS have
important implications for future FSMC contracts. Although
prepared independently, many of the findings of this analysis
reinforce the gmdance provided by FNS.

Contracting FNS advis_ school districts to consult their State Agencies and
Considerations neighbonng FSMC districts for information before

contracting with a management company. Among other things,
chsmcts shouldthoroughly research the total costs of operating the
food service and solidify their food service goals.

4 FSMCs in School Nutrition Pt_gtan_ - Coma'act Review
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If the decision has been made to contract the school food service,
the district then needs to decide on a method of procurement. The
two methods discussed in FNS's guidance material are competitive
sealed bids and competitivenegotiation. Competitive sealed bids,
which use an Invitation for Bid (IFB) process, are useful to
districts that have identified exactly the services and costs to be
delegated to the FSMC. The IFB process also provides for a more
simple contract evaluation and monitoring process than is possible
with other methods. The competitive negotiation process, which
involves the use of a Request for Proposals (RFP), is better suited
to districts that desire flexibility in selecting an FSMC because
they are uncertain of the approach they want to take in contracting
their food services. The RFP process requires that districts be
able to critically evaluate the submitted proposals and later monitor
the contract. Cost-reimbursable contracts are only possible
through the RFP process. Under either method, the district must
provide a clear and realistic description of the services desired
under a FSMC contract. The FNS guidance provides further
description of the regulations that address the evaluation of bids
and proposals.

Program regulations require State agencies to review the contract
prior to issuance of a bid or after negotiations are complete,
whichever situation is applicable. State agencies may also review
the RFP before it is released.

District Responsibilities The responsibilities that FNS designates as district responsibilities
must be present in every district contract with an FSMC. Among
these responsibilities are:

* Signature authority on reimbursement claims;
* All phases of the free-/reduced-price meal approval process
· Control of the school food service account;
· Establishment of all program and non-program meal and a

lacaneprices;
· Title to USDA--donatedfoods;
* Development of the cycle menu, where possible;
· E.md_lishmentand maintenance of a parent/teacher/student

advisory board to assist in menu planning;
* Maintenance of applicable health certifications at the SFA

facility; and
· Conu'ol of the quality, extent, and general nature of food

f_I"Vlce.
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School districts must monitor FSMC compliance with the contract
and any other applicable Federal, State, or local regulations. The
district should also maintain thorough documentation of this
monitoring.

FSMC Responsibilities FNS also defines several requirements for management companies
that contract with school districts. Chief among these is the period
over which FSMCs must keep records on file. The FNS guidance
states that the FSMC must retain all records relevant to district

claims and Federal laws and regulations for three years from the
close of each year's contract. Every FSMC contract must include
some mention of this requirement. The records must be available
for audit by representatives of the district, State Agency, USDA,
or the Genera/Accounting Office at any reasonable time and place.
Unresolved audit findings may force retention of records beyond
three years.

All revenue and any expenses charged to the district must flow
through the district food service account. Each contract must
attempt to guarantee this by specifying that the school food service
account will remain under district control. Along the same lines,
FNS requires that USDA commodities accrue only to the benefit
of the district's non-profit school food service. An FSMC must
keep accurate and complete records with respect to the receipt,
use, storage, and inventory of donated foods. All contracts should
indicate that commodity processing rebates are the property of the
district. Furthermore, all proceeds from these rebates must be
utilized by the district's non-profit food service program.

Finally, if an FSMC uses outside food preparation facilities, it
must maintain health certifications for any off-site facilities for the
duration of its contract. This requirement does not extend to on-
site facilities, which are the responsibility of the district. Of
course, the FSMC must meet all applicable State and local health
regulations for every facility it operates in relation to food service.

Required Contract FNS specifies that certain language must appear in every FSMC
Language contract. These clauses concern unsatisfactory meal service,

contract termination, and compliance with relevant Federal Acts.

The first required clause sets forth the procedure in ease meal
service does not meet certain standards. The clause must state that

spoiled or unwholesome meals, and those not meeting the
specifications of the contract will not be remunerated. Each

Paipr 6 FSMCs m School Nut.Htion Ptogram.s - Contract Review




